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INDEPENDENT AUDITORS' REPORT

Board of Education
Negaunee Public Schools
Negaunee, Michigan 49866

We have audited the accompanying financial statements of the governmental activities, each major
fund and the aggregate remaining fund information of the Negaunee Public Schoois, Negaunee,
Michigan, as of and for the year ended June 30, 2005, which collectively comprise the Negaunee Public
Schools basic financial statements as listed in the table of contents. These financial statements are the
responsibility of the School's management. Our responsibility is to express an opinion on these
financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States
of America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the comptroller general of the United States. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in ail material respects, the
respective financial position of the governmental activities, each major fund and the aggregate
remaining fund information of the Negaunee Public Schools, Negaunee, Michigan as of June 30, 2005,
and the respective changes in financial position for the year then ended in conformity with accounting
principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued a report dated September 30,
2005, on our consideration of the School District's internal control over financial reporting and our tests
of it's compliance with certain provisions of laws, regulations, contracts and grant agreements and
other matters. The purpose of that report is to describe the scope of our testing of internal control over
financial reporting and compliance and the results of that testing, and to provide an opinion on the
internal control over financial reporting or on compliance. That report is an integral part of an audit
performed in accordance with Government Auditing Standards and should be read in conjunction with
this report in considering the results of our audit. This report can be found on page 49.

Required Supplemental Information

The management’s discussion and analysis and budgetary comparison information on pages 6 through
11 and 33 are not a required part of the basic financial statements but is supplemental information
required by the Government Accounting Standards Board. We have applied certain limited procedures,
which consisted principally of inquiries of management, regarding the methods of measurement and
presentation of the required supplemental information. However, we did not audit the information and
express no opinion on it.
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Board of Education
Negaunee Public Schools
Negaunee, Michigan 49866

Other Supplemental Information and Compliance Sections

Our audit was performed for the purpose of forming an opinion on the basic financial statements taken
as a whole. The accompanying other supplemental information as identified in the table of contentsis
presented for purposes of additional analysis and is not a required part of the basic financial
statements of the Negaunee Public Schools. Also, the accompanying schedule of expenditures of
federal awards as listed under the "Compliance Section” in the table of contents is presented for
purposes of additional analysis as required by U.S. Office of Management and Budget Circular A-133,
Audits of States, Local Governments, and Non-Profit Organizations, and is not a required part of the
basic financial statements. This information has been subjected to the auditing procedures applied in
the audit of the basic financial statements and, in our opinion, is fairly stated in all material respects, in
relation to the basic financial statements taken as a whole,

Arderson, Tackman & Company, FLC
Certified Public Accountants

September 30, 2005



Negaunee Public Schools
Management’s Discussion and Analysis (Unaudited)

Our discussion and analysis of Negaunee Public Schools financial performance provides an
overview of the School District’s financial activities for the year ended June 30, 2005. Please
read it in conjunction with the financial statements, which begin on page 12.

FINANCIAL HIGHLIGHTS

« Net assets for Negaunee Public Schools as a whole were reported at $3,595,897. Nets
assets are comprised of 100% governmental activities.

« During the year, Negaunee Public Schools expenses were $12,124,286, while revenues
from all sources totaled $12,900,946, resulting in an increase in net assets of
$776,660.

« The general fund reported an increase of $122,009 before other financing sources
(uses) and a total decrease of $(44,774). This is $361,086 or 94% higher than the
forecasted decrease of $(405,860). This was a result of revenues and other sources
being $334,470 higher than forecasted and expenses and transfers out being $26,616
lower than forecasted.

USING THIS ANNUAL REPORT

This annual report consists of a series of financial statements and notes to those statements.
These statements are organized so the reader can understand Negaunee Public Schools
financially as a whole. The District-wide Financial Staternents Statement of Net Assets and
the Statement of Activities (on pages 12 and 13) provide information about the activities the
School District as a whole and present a longer-term view of those finances. The fund
financial statements present the next level of detail and start on page 14. For governmental
activities, these statements tell how these services were financed in the short term as well as
what remains for future spending. The fund financial statements also report the School
District’s operations in more detail than the district-wide statements by providing information
about the School District’s most significant fund — the General Fund, with all other funds
presented in one column as nonmajor funds. The remaining statement, the statement of
fiduciary net assets, presents financial information about activities for which the School
District acts solely as an agent for the benefit of students and parents.

Reporting the School District as a Whole — District-wide Financial Statements

Our analysis of the Negaunee Public Schools as a whole begins on page 8. One of the most
important questions asked about the School District’s finances is * As a whole, what is the
School District’s financial condition as a resuit of the year’s activities?” The Statement of Net
Assets and the Statement of Activities report information about the School District as awhole
and about its activities in a way that helps answer this question. These statements include all
assets and liabilities using the accrual basis of accounting, which is similar to the accounting
used by most private-sector companies, All of the current year's revenues and expenses are
taken into account regardiess of when cash is received or paid.

These two statements report the School District”s net assets and changes in them. The School
District’s net assets — the difference between assets and liabilities — is one way to measure the
school District’s financial health, or financial position. Over time, Increases or decreasesinthe
School District’s net assets — as reported in the Statement of Activities — are indicators of
whether its financial health is improving or deteriorating. The relationship between revenues
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Management's Discussion and Analysis (Unaudited) (Continued)

and expenses is the School District’s operating results. However, the School District’s goal is
to provide services to our students, not to generate profits as private-sector companies do.
One must consider other non-financial factors, such as the quality of education provided, the
safety of the schools and the condition of the School District’s capital assets, to assess the
overall financial health of the Schoo! District.

The Statement of Net Assets and Statement of Activities report the governmental activities for
the School District, which encompass all the School District’s services, including instruction,
supporting services, community services, athletics, and food services. Property taxes,
unrestricted State Aid (foundation allowance revenue), and State and Federal grants finance
most of these activities.

Reporting the School District’s Most Significant Funds — Fund Financial Statements

Our analysis of the School District’s major funds begins on page 10. The fund financial
statements begin on page 14 and provide detailed information on the most significant funds -
not the Schoof District as a whole. Some funds are required to be established by State law,
and by bond covenants. However, the School District’s Board has established other funds to
help it control and manage money for particular purposes. The School District’s two kinds of
funds - governmental and proprietary - use the following accounting methods.

o Governmental funds— All of the School District’s services are reported in governmental
funds which focus on how money flows into and out of those funds and the balances
left at year-end that are available for spending. These funds are reported using an
accounting method called modified accrual accounting, which measures cash and all
other financial assets that can be readily converted into cash. The governmental fund
statements provide a detailed short-term view of the School District’s general
government operations and the basic services it provides. Governmental fund
information helps you determine whether there are more or fewer financial resources
that can be spent in the near future to finance the School District’s programs, We
describe the relationship (or differences) between governmental activities (reported in
the Statement of Net Assets and Statement of Activities) and governmental fundsina
reconciliation which follows the fund financial statements.

 Proprietary funds <The School District does not have any Proprietary funds.

The School District as Trustee — Reporting the School District’s Fiduciary
Responsibilities

The School District is the trustee, or fiduciary, for its student activity funds. AH Of the School
District’s fiduciary activities are reported in separate statements of fiduciary net assets. We
exclude these activities from the School District’s other financial statements because the
School District cannot use these assets to finance its operations. The School District is
responsible for ensuring that the assets reported in these funds are used for their intended
purpose.



Management's Discussion and Analysis (Unaudited) (Continued)
The School District as a Whole

Table 1 provides a summary of the School District’s net assets as of June 30, 2005:

Fable 1
Net Assets

Governmental Governmental

Activities- 2005 Activities- 2004
Current and other assets $2,961,519 42,690,365
Capital assets, net 5,078,783 4,929 665
Total Assets 8,040,302 7,620,030
Current liabilities 2,278,072 2,112,017
Long-term liabilities 2,166,333 2,688,776
Total Liahilities 4,444,405 4,800,793

Net Assets:

Invested in capital assets, net of relate debt 3,282,114 2,656,328
Restricted 130,786 134,071
Unrestricted 182,997 28,838
Total Net Assets $3,595,897 $2,819,237

The School District’s net assets were $3,595,897 at June 30, 2005. Capital assets, net of
related debt totaling $3,282,114, compares the original cost, less depreciation of the School
District’s capital assets to long-term debt, used to finance the acquisition of those assets. Most
of the debt will be repaid from voter-approved property taxes collected as the debt service
comes due. Restricted net assets are reported separately to show legal constraints from debt
covenants and enabling legisiation that limit the School District’s ability to use those net assets
for day-to-day operations. The remaining amount of net assets of $182,997 was unrestricted.

The $182,997 in unrestricted net assets of governmental activities represents the accumulated
results of all past years’ operations. The operating results of the General Fund wili have a
significant impact on the change in unrestricted net assets from year to year.

The results of this year’s operations for the School District as a whole are reported in the
Statement of Activities (see Table 2), which shows the changes in net assets for fiscal year
2004.

Table 2
Changes in Net Assets
Governmental Govemmental
Activities — 2005 Activities - 2004
Revenues:
Program revenues:
Charges for services $510,858 $523,829
Operating grants and contributions 1,655,322 1,833,530
General revenues:
Property taxes 1,900,612 1,561,245
State sources not restricted to specific program 8,719,754 5,445,083
Investment earnings 37,267 28,842
Gain (Loss) on sale of capital assets 4,431 (98,138)
Miscellaneous 72,702 76,941
Total Revenues 12,900,946 12,371,332
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Management’s Discussion and Analysis (Unaudited) (Continued)

Governmental Governmental
Activities — 2005 Activities ~ 2004

Program Expenses:
Instruction $7,499,516 $7,360,119
Supporting services 3,293,173 3,306,518
Other governmental units 119,024 152,729
Food service activities 490,313 443,571
Athletic activities 301,286 313,790
Depreciation — unallocated 328,482 332,453
Interest on long-term debt 92,492 129,392
Total Expenses 12,124,286 12,038,572
Increase (decrease) in net assets 776,660 332,760
Net assets, beginning 2,819 237 2486,477
Net Assets, Ending $3,595,897 $ 2,819,237

As reported in the Statement of Activities, the cost of all of our governmental activities this
year was $12,124,286. Certain activities were partially funded from those who benefited from
the programs ($510,858) or by other governments and organizations that subsidized certain
programs with grants and categoricals ($1,655,322). We paid for the remaining “public
benefit” portion of our governmental activities with $1,900,612 in taxes, $8,719,754 in State
Foundation Allowance, and with our other revenues, such as interest and general
entitlements.

The School District experienced an increase in net assets for the year of $776,660. The key
changes in the net assets were the result of capital purchases in excess of curent
depreciation of $165,695, net debt activity of $377,151 accounted for through Statement of

Net Assets but budgeted as fund expenditures and net decrease in employee benefit
obligation of ($163,188).

Table 3 presents the cost of each of the School District’s largest activities as well as each
program’s net cost (total cost less revenues generated by the activities). The net cost shows
the financial burden that each function placed on the School District’s operation.

Table 3
Governmental Activities

Total Cost Net Cost

of Services of Services
Instruction $7,499,516 $6,056,996
Supporting services 3,293,173 3,204,105
Other governmental units 119,024 60,367
Food service activities 490,313 20,363
Athletic activities 301,286 135,301
Totals $11,703,312 $9,537,132

The net cost shows the financial burden that was placed on the State and the School District's
taxpayers by each of these functions. Since property taxes for operations and unrestricted
State aid constitute the vast majority of the Schoo! District’s operating revenue sources, the
Board of Education and Administration must annually evaluate the needs of the School District
and balance those needs with State-prescribed available financial resources.



Management’s Discussion and Analysis (Unaudited) (Continued)

The School District’'s Funds

As noted earlier, the School District uses funds to help it control and manage money for
particular purposes. Looking at funds helps the reader consider whether the School District is
being accountable for the resources taxpayers and others provide to it and may provide more
insight into the School District’s overall financial health.

As the School District completed the year, its governmental funds (as presented in the balance
sheet on page 14) reported a combined fund balance of $1,255,386, an increase of $90,038
from the beginning of the year.

During the annual School election in June of 2004, the residents of the School District passed
a proposal to establish a Sinking Fund to be used as allowed by law. For the 2004-05 school
year, $455,053 in revenues was collected from the millage assessed for this purpose. A
portion of these revenues have been carried over in the combined fund balance to pay for
projects to be completed after June 30, 2005, which increased the School District’s fund
balance to an amount higher than anticipated.

General Fund Budgetary Highlights

Over the course of the year, the School District’s Board revises its budget as it attempts to
deal with changes in revenues and expenditures. State law requires that the budget be
amended to ensure that expenditures do not exceed appropriations. Aschedule showing the
School District’s original and final budget amounts compared with amounts actually paid and
received is provided in required supplemental information of these financial statements,

With the uncertainty of the revenues coming from the State of Michigan, the administration
became very conservative with controllable expenses as the school year came to a close. This
action, along with unexpected revenue from many different local sources, has had a positive
impact on the School District’s General Fund fund balance. These types of local revenues
cannot be budgeted as revenue during the school year as we cannot plan on their occurrence
because of the types of activities that generate the revenues,

Capital Asset and Debt Administration
Capital Assets

At June 30, 2005, the School District had $5,052,1 14 invested in a variety of capital assets
including land, buildings, and machinery and equipment. (See table 4 below)

Table 4
Capital Assets at Year-End
Governmental Governmental
Activities - 2005 Activities - 2004

Land $92,536 $79,036
Land improvements 260,013 260,013
Buildings 9,369,059 9,087,120
Equipment and furnishings 2,753,472 2,698,296
Construction in progress 7,000 -
12,482,080 12,124,465
Less accumulated depreciation (7,429,966} {7228,137)
Totals $5,052,114 § 4,896,328
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Management’s Discussion and Analysis (Unaudited) (Continued)

This year’s additions of $494,177 included office equipment, technology, building renovations,
and buses. Debt was issued in the amount of $114,526 to finance the purchase of buses.

We anticipate capital additions for the 2005-2006 fiscal year will be comparable to the 2004-
2005 fiscal year, We present more detailed information about our capitalassets in the notes
to the financial statements.

Debt

At the end of this year, the School District had $1,978,113in bonds outstanding as depictedin
Table 5 below,

Table 5
Outstanding Debt at Year-End
Governmental Governmental
Activities — 2005 Activities — 2004
General obligation bonds $1,770,000 $2,240,000
Notes payable 92,849 -
Durant debt 115,264 115,264
Totals $1,978,113 42,355,264

There was one new addition to debt this year for the purchase of school buses. We present
more detailed information about our long-term debt in the notes to the financial statements.

Economic Factors and Next Year's Budgets

Our elected officials and administration consider many factors when setting the School
District’s fiscal year 2006 budget. One of the most important factors affecting the budget is
our student count. The State foundation revenue is determined by multiplying the blended
student count by the foundation allowance per pupil. The 2006 fiscal year budget was
adopted in June 2005, based on an estimate of students that will be enrolled in September
2005. Approximately 75 percent to 80 percent of total General Fund revenues is from the
foundation allowance. Under State law, the School District cannot access additional property
tax revenue for general obligations. As a result, the district funding is heavily dependent on
the State’s ability to fund local school operations. Based on early enroliment data at the start
of the 2005-2006 school year, we anticipate that the fall student count will be close to the
estimates used in creating the 2006 fiscal year budget. Once the final student count and
related per pupil funding is validated, State law requires the Schoo! District to amend the
budget, if actual district resources are not sufficient to fund original appropriations.

‘The collection of revenues by the State can also affect the School District's general operation
budget as it did in 2005. School districts throughout the state must adjust their budgetsifthe
State decreases the per pupil foundation grant or categorical funding during its fiscal year.
While we are optimistic about the 2005-06 school year, the state of the economy on a state
and national level will be reflected in our budget.

Contacting the School District’s Financial Management

This financial report is designated to provide the School Districts ctizens, taxpayers,
customers, and investors and creditors with a general overview of the School District’s
finances and to demonstrate the Schoo! District’s accountability for the money it receives. If
you have questions about this report or need additional financial information, contact the
Negaunee Public Schools Administration, 101 South Pioneer Avenue, Negaunee, Michigan,
49866.
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Negaunee Public Schools
Statement of Net Assets
June 30, 2006

Governmental
Activities
ASSETS:
Current assets:
Cash and cash equivaients $ 442 534
Investments 440,442
Receivables:
Accounts receivable 8,734
Due from other governmental units 2,019,019
Inventories 4,028
Prepaid expenses 48,762
TOTAL CURRENT ASSETS 2,861,519
Noncurrent assets:
Unamortized bond issue costs 26,669
Capital assets 12,482,080
Less accumulated depreciation {7,429,966)
TOTAL NONCURRENT ASSETS 5078,783
TOTAL ASSETS 8,040,302
LIABILITIES:
Current liabilities:
Accounts payable 440,711
Accrued payroll and other liabilities 141,085
Due to other governmental units 99,440
State aid notes payable 985,000
Current portion of employee benefit cbligations 56,207
Current portion of long term debt obligations 516,732
Deferred revenue 29,897
TOTAL CURRENT LIABILITIES 2,278,072
Noncurrent liabilities:
Noncurrent portion of employee benefit obligations 715,292
Noncurrent portiors of long term debt obligations 1462.381
Less deferred discount on refunding bonds (11,340)
TOTAL NONCURRENT LIABILITIES 2.166,333
TOTAL LIABILITIES 4,444 405
NET ASSETS:
Invested in capital assets net of related debt 3282,114
Restricted:
Debt Service 130,786
Unrestricted 182,997
TOTAL NET ASSETS $ 3,505,897

See Notes to Financial Statements.
.12 -



Negaunee Public Schools
Statement of Activities
For the Year Ended June 30, 2005

Program Revenue

Net (Expense)

Operating Revenue and
Charges for Grants and Changes in
Function / Programs Expenses Services Contributions Net Assets
Governmeantal Activities:
Instruction $ 7,489,518 % 15,145 b 1,427,375 3 (6,056,996)
Supporiing services 3,203,173 29,068 - (3,264 .105)
Other governmental units 118,024 58,657 - {60,367)
Food service activities 490,313 274,387 195,563 (20,363)
Athletic activities 301,286 133,601 32,384 {135,301)
Interest on retirement of debt 92,492 - . (92,492)
Deprediation- unailocated 328,482 - - (328,482}
TOTAL GOVERNMENTAL ACTIVITIES 12,124,286 510,858 1,655,322 (9,958,106}
General revenues:
Taxes
Properly taxes, levied for general purposes 1,042,501
Properly taxes, levied for debi services 404,058
Property taxes, levied for sinking fund 454,053
State Aid not restricted to specific purposes
General 8,719,754
interest and investment earnings 37,267
Gain on sale of capital assel 4,431
Miscelianeous 72,702
TOTAL GENERAL REVENUES AND TRANSFERS 10,734,766
CHANGES IN NET ASSETS 776,660
Net Assets , July 1 2,819, 237
NET ASSETS, JUNE 30 3 3,585,897

See Notes to Financial Statements.
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Negaunee Public Schools
Governmental Funds
Balance Sheet
June 30,2005

Other
Nonmajor
General Governmental
Fund Funds Totat
ASSETS:
Cash and cash equivalents 5 168,302 $ 274,232 3 442,534
investmenis 431,485 8,857 440,442
Receivables:
Accounts receivable 8,668 66 8,734
Due from other governmmental units 2,014,529 4,490 2.019,019
Due from other funds 8,174 - 8,174
inventories - 4028 4,028
Praepaid expenditures 46,762 - 46,762
TOTAL ASSETS $ 2,677,820 3 281,773 3 2,969,693
LIABILITIES AND FUND BALANCES:
LIABILITIES:
Accounts payable $ 440,7 11 $ - $ 440,711
Accrued liakilities 140,675 410 141,085
Due to other governmental units 99,440 - 99,440
Due to other funds - 8,174 8,174
Deferred revenue 29,897 - 29,897
State aid notes payable 945,000 - 395,000
TOTAL LIABILITIES 1,705,723 8,584 1,714,307
FUND BALANCES:
Reserved for:
Capital projects - 152,403 152,403
Retirement of debt - 130,786 130,786
Unreserved 972,197 - 972,197
TOTAL FUND BALANCES 972,197 283,189 1,255,386
TOTAL LIABILITIES AND
FUND BALANCES $ 2,677,920 $ 291773 $ 2,969 693

See Notes to Financial Statements.
14 -



Negaunee Public Schools
Governmental Funds

Reconciliation of the Governmental Funds Balance Sheet to the Statement of Net Assets

June 30, 2005

Total Fund Balances for Governmental Funds

Amounts reported for governmental activities in the statement
of net assets are different because.

Capital assets used in governmental activities are not financial
resources and therefore are not reported in the funds.
Cost of capital assets
Accumulated depreciation

Unamortized bond issue costs are not financial resources
and therefore are not reported in the funds.

Long-term liabilities are not due and payable in the current period and are
not reported in the funds. Long-term liabilities at year-end consist of:

Bonds payable

Notes payable

Employee benafits payable
Deferred discount on refunding bonds

NET ASSETS OF GOVERNMENTAL. ACTIVITIES

See Notes to Financial Statements.
-15 -

$ 1255386
12,482 080
(7.429,968)
5,052,114
26,669
1885,264
92,849
771,499
(11,340)
(2,738,272)
$ 3595897




Negaunee Public Schools

Governmental Funds
Statement of Revenues, Expenditures and Changes in Fund Balance
For the Year Ended June 30, 2006

REVENUES:
Federal sources
State sources
{ocal sources:
Taxes and penalties
Interest income
Other local sources
Other governmental units
Other

TOTAL REVENUES

EXPENDITURES:

Current:
Instruction
Supporting services
Other governmental units
Food service activities
Athletic activities

Debt Service:
Principal
interest

Capital outlay

Other

TOTAL EXPENDITURES

EXCESS OF REVENUES OVER
(UNDER) EXPENDITURES

OTHER FINANCING SOURCES (USES)
Proceeds from notes
Transiers in
Transfers out

TOTAL OTHER FINANCING SOURCES (USES)
NET CHANGE IN FUND BALANCES
Fund Batance, July 1

FUND BALANCE, JUNE 30

Other
Nonmajor
General Governmental
Fund Funds Totat
$ 407,803 $ 172,357 580,160
9,731,708 23,206 9,754,911
1,042,501 858,111 1,900,612
26,346 10,921 37,267
113,244 440,372 553,618
81,576 - 81,576
- 2713 2,713
11,403,175 1,507,680 12,910,855
7.616,278 7616276
3,280,983 3.29G,983
108,521 - 106,521
- 502,823 502,823
- 301,285 301,286
21,677 470,000 491,877
18,292 74,200 92,492
224 417 305,868 530,285
11,281,166 1,654,177 12,835 343
122,009 {145,497) {24,488)
114,526 - 114,526
14,365 295,674 310,039
(295 674) {14,365} {310,039)
{(166,783) 281,308 114 526
(44,774) 134,812 90,038
1,016,971 148,377 1,165,348
$ 972,187 $ 283,189 1,255,386

See Notes tc Financial Statements.
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Negaunee Public Schools
Governmental Funds
Reconciliation of the Governmental Funds Statement of Revenues, Expenditures
and Changes in Fund Balance to the Statement of Activities
For the Year Ended June 30, 2005

Net Change in Fund Balances - Total Governmental Funds $ 80,038

Amounts reported for governmental aclivities in the statement
of aclivities are different because:

Governmental funds report capital outlays as expenditures. However, in
the statement of activities, the cost of those assets is allocated over
their estimated useful lives as depreciation expense. This is the amount
by which depreciation exceeded capital cutlays in the current period.

Deprecialion expense 328,482
Capital outlays (494177} 165,695

Governmental funds do not report capital assets. Therefore, the net book
value on the disposal of capital assets is only reported as an expense
in the statement of activities. {9,809)

Proceeds from debt issues are an other financing source in the funds, but
a debt issue increases long-term liabilities in the statement of net assets. (114,526}

Repayment of bond principal is an expenditure in the governmental funds,
hut the repayment reduces long-term liabilities in the statement of net assets. 491677

Deferred discount on refunding bonds is reported as expenditures in the

governmental funds when incurred. However, for governmental activities

those costs are shown in the statement of net assets and arnortized over

the life of the bond issuance as other costs in the staiement of activities. (2,835)

Unamcrtized bond issue costs are reported as expenditures in the

governmental funds when incurred. However, for governmental activities those

costs are shown in the statement of net assets and amortized over the life of

the bond issuance as other costs in the statement of activities. (6,668)

Some expense reported in the Statement of Activities, such as

compensated absences, do not require the use of current financial

resources and therefare are not reporfed as expenditures in

governmental funds, 163,188

Change in Net Assets of Governmental Activities 3 776,660

See Notes fo Financial Statements.
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Negaunee Public Schools
Fiduciary Funds
Statement of Fiduciary Net Assets
June 30, 2005

Student
Activity
Agency
Fund
ASSETS:
Cash and eguivalents 3 196,713
TOTAL ASSETS $ 196,713
LIABILITIES:
Due to groups, organizations and activities 3 196,713
TOTAL LIABILITIES ) 196,713

See Notes to Financial Statements.
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NEGAUNEE PUBLIC SCHOOLS
NOTES TO FINANCIAL STATEMENTS
June 30, 2005
NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:
The accounting policies of the Negaunee Public Schools conform to accounting principles
generally accepted in the United States of America as applicable to school districts. The
following is a summary of the more significant policies:

Reporting Entity

In evaluating how to define the School District, for financial reporting purposes, management
has considered all potential component units. The decision to include a potential component
unit in the reporting entity was made by applying the criteria set forth in GAAP. The basic
but not the only criterion for including a potential component unit within the reporting entity
is the governing body's ability to exercise oversight responsibility. The most significant
manifestation of this ability is financial interdependency. Other manifestations of the ability
to exercise oversight responsibility include, but are not limited to, the selection of governing
authority, the designation of management, the ability to significantly influence operations,
and accountability for fiscal matters. A second criterion used in evaluating potential
component units is the scope of public service. Application of this criterion involves
considering whether the activity benefits the School District andfor its Constituents, or
whether the activity is conducted within the geographic boundaries of the School District and
is generally available to its constituents. A third criterion used to evaluate potential
component units for inclusion or exclusion from the reporting entity is the existence of
special financial relationships, regardless of whether the School District is able to exercise
oversight responsibilities.

Based upon the application of these criteria, the financial statements of the Negaunee Public
Schools contain all the funds and account groups controlled by the District's Board of
Education as no other entity meets the criteria to be considered 2 component unit of the
School District nor is the School District a component unit of another entity.

BASIS OF PRESENTATION
District-Wide Financial Statements:

The Statement of Net Assets and Statement of Activities display information aboutthe School
District as a whole. They include all funds of the School District except for fiduciary funds.
The statements distinguish between governmental and business-type activities.
Governmental activities generally are financed through State sources, intergovernmental
revenues, and other nonexchange revenues. Business-type activities are financed in whole
or in part by fees charged to external parties for goods or sewices. All of the School
District’s district-wide activities are considered to be governmental activities.

Fund Financial Statements:

The accounts of the School District are organized on the basis of funds, each of which is
considered a separate accounting entity. The operations of each fund are accounted for with
a separate set of self-balancing accounts that comprise its assets, liabilities, fund equity,
revenues and expenditures. Government resources are allocated to and accounted for in
individual funds based upon the purposes for which they are to be spent and the means by
which spending activities are controlled. The various funds are grouped in the financial
statements in this report into two major categories: governmental and proprietary categories.
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NOTE A — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

An emphasis is placed on major funds within the governmental and proprietary categories.
The General Fund is always considered a major fund and the remaining funds of the School
District are considered major if it meets the following criteria:

a. Total assets, liabilities, revenues or expenditures/expenses of that individual
governmental or enterprise fund are at least 10 percent of the corresponding total for
all funds of that category or type; and

b. Total assets, liabilities, revenues or expenditures/expenses of the individual
governmental or enterprise fund are at least 5 percent of the corresponding total for all
governmental and enterprise funds combined.

The School District reports the General Fund as its only major governmental fund in
accordance with the above criteria. The funds of the School District are described below:

Governmental Funds

General Fund - The General Fund is the main operating fund and accordingly, itis used to
account for all financial resources except those required to be accounted for in ancther fund.

Special Revenue Funds —The special revenue funds account for revenue sourcesthat are
legally restricted to expenditures for specific purposes (not including major capital projects),
such as the School Service and Athletics Funds.

Debt Retirement Funds - The Debt Retirement Funds are used to account for the
accumulation of resources such as taxes, state aid and interest revenue for the payment of
general long-term debt principal, interest, and related costs.

Capital Projects Fund - Capital Projects Funds are used to record bond proceeds or other
revenue to be used for the acquisition or construction of major capital facilities or other
capital assets, including equipment. _

Fiduciary Funds

Trust and Agency Fund - The Trust and Agency Fund is used to account for assets held by
the School District in a trustee capacity or as an agent for individuals, organizations, and/or
other funds. Agency funds are custodial in nature (assets equal liabilties) and do not involve
measurement of results of operations.

MEASUREMENT FOCUS AND BASIS OF ACCOUNTING

Measurement focus is a term used to describe “which” transactions are recorded within the
various financial statements. Basis of accounting refers to "when" transactions are recorded
regardless of the measurement focus applied.

Measurement Focus

On the district-wide Statement of Net Assets and the Statement of Activities, governmental
activities are presented using the economic resource measurement focus as defined in item
(b) below.

In the fund financial statements, the “current financial resources” measurement focus or the
“economic resources” measurement focus is used as appropriate:
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NOTE A — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

a. All governmental funds utilize a “current financial resources” measurement focus. Only
current financial assets and liabilities are generally included on their balance sheets. Their
operating statements present sources and uses of available spendable financial resources
during a given period. These funds use fund balance as their measure of available spendable
resources at the end of the period.

Basis of Accounting

In the district-wide Statement of Net Assets and Statement of Activities, governmental activities
are presented using the accrual basis of accounting. Also, the proprietary fund financial
statements are presented using the accrual basis of accounting. Under the accrual basis of
accounting, revenues are recognized when earned and expenses are recorded when the liability
is incurred or economic asset used. Revenues, expenses, gains, losses, assets and liabilities
r?suiting from exchange and exchange-like transactions are recognized when the exchange takes
place.

In the fund financial statements, governmental funds are presented on the modified accrual basis
of accounting. Under the modified accrual basis of accounting, revenues are recognized when
“measurable and available.” Measurable means knowing or being able to reasonably estimate the
amount. Available means collectible within the current period or within sixty days after year-end.

Expenditures, including capital outlay, are recorded when the refated liability is incurred, except
for principal and interest on general long-term debt and accrued compensated absences, which
are reported when due.

Cash and Eguivalents

The School District cash and cash equivalents as reported in the Statement of Net Assets are
considered to be cash on hand, demand deposits, certificates of deposit and short-term
investments with maturities of three months or less.

Investments
Investments are carried at market value.
Receivables

All receivables are reported at their gross value and, where appropriate, are reduced by the
estimated portion that is expected to be uncollectible. PProp ' 4

Due From and To Other Funds

Interfund receivables and payables arise from interfund transactions and are recorded by all
funds affected in the period in which transactions are executed.

Inventory
The School District utilizes the consumption method of recording inventories of materials and

food supplies. Under the consumption method, inventories are recorded as expenditures when
they are used. The inventory is valued at the lower of cost (first-in, first-out) or market.

Capital Assets

Capital assets, which include land, buildings, equipment, and vehicles, are reported in the
applicable governmental activities column in the district-wide financial statements. Capital assets
are defined by the government as assets with an initial individual cost of more than $5,000 and
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NOTE A — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

any assets susceptible to theft. Such assets are recorded at historical cost or estimated historical
cost if actual historical cost is not available. Donated capital assetsare valued at their estimated
fair value on the date donated. Costs of normal repair and maintenance that do not add to the
value or materially extend asset lives are not capitalized. The School District does not have
infrastructure-type assets.

Depreciation of all exhaustible capital assets is recorded as an allocated expense in the Statement
of Activities, with accumulated depreciation reflected in the Statement of Net Assets. Depreciation
is provided over the assets’ estimated useful lives using the straight-line method of depreciation.
The range of estimated useful lives by type of asset is as follows:

Buildings and additions 20—~ 50 years
Buses and other vehicles 5-10 years
Furniture and other equipment 5-10 years

In the fund financial statements, capital assets used in governmental fund operations are
accounted for as capital outlay expenditures of the governmental fund upon acquisition. Capital
assets used in proprietary fund operations are accounted for the same as in the district-wide
financial statements.

Long-Term Debt

In the district-wide financial statements, long-term debt and other long-term obligations are
reported as liabilities in the Statement of Net Assets.

Long-term debt for governmental funds is not reported as liabilities in the fund financial
statements. The debt proceeds are reported as other financing sources and payment of principal
and interest are reported as expenditures. The accounting for proprietary funds is the same in
the fund statements as it is in the district-wide statements.

Compensated Absences

The School District’ policies regarding compensated absences permits employees to accumulate
earned but unused vacation and sick leave. The liability for these compensated absences is
recorded as long-term debt in the district-wide statements. Inthe fund financial statements,
governmental funds report only the compensated absence liability payable from expendable
available financial resources, while proprietary funds report the liability as itisincurred.

Deferred Revenues
In the district-wide statements, deferred revenue is recognized when cash, receivables or other

assets are received prior to their being earned. In the governmental fund statements, deferred
revenue is recognized when revenue is unearned or unavailable,

Equity Classification
District-Wide Statements
Equity is classified as net assets and displayed in three components:
a. Invested in Capital Assets, Net of Related Debt - Consists of capital assets including restricted
capital assets, net of accumulated depreciation and reduced by the outstanding balances of any

notes or other borrowings that are attributable to the acquisition, construction or improvement
of those assets.
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NOTE A — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):

b. Restricted Net Assets — Consists of net assets with constraints placed on the use either by (1)
external groups such as creditors, grantors, contributors or laws or regulations of other
governments; or (2) law through constitutional provisions of enabling legislation.

c. Unrestricted Net Assets — All other net assets that do not meet the definition of “restricted” or
“invested in capital assets, net of related debt.”

Fund Statements

Governmental fund equity is classified as fund balance. Fund balance is further classified as
reserved ind unreserved, with unreserved further split between designated and undesignated, if
appropriate.

Revenues
District-Wide Staterments

In the district-wide Statement of Activities, revenues are segregated by activity (governmental or
business-type), and are classified as either a program revenue or a general revenue. Program
revenues include charges to customers or applicants for goods or services, operating grants and
contributions and capital grants and contributions. General revenues include all revenues, which
do not meet the criteria of program revenues and include revenues such as State funding and
interest earnings.

Fund Statemernts

In the governmental fund statements, revenues are reported by source, such as federal sources,
state sources and charges for services. Revenues consist of general purpose revenues and
restricted revenues. General purpose revenues are available to fund any activity reported in that
fund, while restricted revenues are available for a specific purpase or activity and the restrictions
are typically required by law or a grantor agency. When both general purpose and restricted
revenues are available for use, it is the School District’s policy to use the restricted resources first.

Property Taxes

Property tax revenue is recognized in the year for which taxes have been levied, provided they are
available to finance expenditures of the current period.

Expenses/Expenditures
District-Wide Statements

In the district-wide Statement of Activities, expenses are segregated by activity (governmental or
business-type), and are classified by function. : 4 (9

Fund Statements

In the governmental fund financial statements, expenditures are classified by character such as
current operations, debt service and capital outlay.
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NOTE A —~ SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued):
OTHER SIGNIFICANT ACCOUNTING POLICIES

Interfund Activity

As a general rule, the effect of interfund activity has been eliminated from the district-wide
statements. Exceptions to this rule are (1) activities between funds reported as governmental
activities and funds reported as business-type activities; and (2) activities between funds that are
reported in different functional categories in either the governmental or business-type activities
column. Elimination of these activities would distort the direct cost and program revenues for the
functions concerned.

In the fund financial statements, transfers represent flows of assets between funds without
equivalent flows of assets in return or a requirement for repayment.

Interfund receivables and payables have been eliminated from the Statement of Net Assets.

Budqgets and Budgetary Accounting

The School District follows these procedures in establishing the budgetary data reflected in the
financial statements:

a. The Superintendent submits to the Board of Education a proposed
operating budget for the fiscal year commencing the following July 1.
The operating budget includes proposed expenditures and the means of
financing them.

b. Public hearings are conducted to obtain taxpayer comments.

C. Prior to July 1, the budget is approved by the Board of Education.

d. Budgets for the General and Special Revenue Funds are adopted on a
basis consistent with generally accepted accounting principles. Budgeted

amounts are as originally adopted, or as amended by the Board of
Education.

e. All annual appropriations lapse at fiscal year end.

Use of Estimates

The preparation of financial statements in conformity with generally accepted a<ccounting
principles requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at tthe date of
the financial statements and the reported amounts of revenue and expenses during the reporting
period. Actual results could differ from those estimates.
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NOTE B — DEPOSITS AND INVESTMENTS:

Cash Equivalents

As of June 30, 2005, the District’s cash and cash equivalents and investments were reported in
the basic financial statements in the following categories:

Governmental Fiduciary Total Primary

Activities Funds Government
Cash and cash equivalents $442, 534 $196,713 $639,247
Investments 440,492 - 440,442
$882,976 $196,713 $1,079,689

Custodial Credit Risk — Deposits

Custodial credit risk is the risk that in the event of a bank failure, the District’s deposits may not
be returned to it. State law does not require and the District does not have a deposit policy for
custodial credit risk. As of June 30, 2005, $633,909 of the District's bank balance of $833,909
was exposed to custodial credit risk as being uninsured and uncollateralized.

Investments

As of June 30, 2005, the District had the following investments.

Fair Investment Maturities
Investment Type Value Less than 1 Year
Michigan Liquid Asset Fund — Mutual Funds $440,442 £440,442

Interest Rate Risk

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of the
District’s investments. The District does not have a formal investment policy that limits
investment maturities as a means of managing its exposure to fair value losses arising from
increasing interest rates.

Credit Risk

Michigan statutes authorize the District to invest in bonds, other direct obligations and repurchase
agreements of the United States, certificates of deposits, savings accounts, deposit accounts or
receipts of a bank which is a member of the FDIC and authorized to operate in this state,
commercial paper rated at the time of purchase within the two highest classifications established
by not less than two standard rating services and matures within 270 days from date of purchase,
bankers' acceptances of the United States banks, obligations of the State of Michigan and its
political subdivisions, external investment pools, and certain mutual funds. Michigan lavw prohibits
security in the form of collateral, surety bond, or another form for the deposit of public money.

The District has no investment policy that would further limit its investment choices and has no
investments for which ratings are required. The District’s investments are in accordance with
statutory authority.

NOTE C — DUE FROM OTHER GOVERNMENTAL UNITS:

Amounts due from other governmental units consist of various revenues due from federal
and state sources for the operation of special programs and grant projects.
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NOTE D — INTERFUND ACTIVITY:

Amounts due from (to) other funds represent the balance of monies due from or to othexr
funds for expenditures made or fund balance transfers approved.

The amounts of interfund receivables and payables as of June 30, 2005 are as follows:

Interfund Interfurad
Fund Receivable Fund Payable>
General $8,174 School Service $8,17<%¢
Total $8,174 Total $8,17<%

A summary of transfers to/from other funds during fiscal year 2005 is as follows:

Fund Transfers In Fund Transfers COut
Athletics $135,301 General $295,674
School Service 32,873
Debt, 1997 Issue 127,500
295,674 295,674
General 14,365 Capital Projects 14,365
Total $310,039 Total $310,039
NOTE E — CAPTIAL ASSETS:
Capital asset activity of the School District’s governmental activities was as follows:
Balance Balance

June 3¢, 2004 Additions Deductions June 30, 2005

Capital assets not being depreciated:

Land $79,036 $13,500 $- $92,536
Construction in progress - 7,000 - 7,000

Capital assets being depreciated:
Land improvements 260,013 - - 260,013
Buildings and additions 9,087,120 281,939 - 9,369,059
Equipment and furniture 1,890,566 77,212 45,157 1,922,621
Schoot buses 807,730 114,526 91,405 830,851
Total Capital Assets 12,124,465 494,177 136,562 12,482,080

Less accumulated depreciation:

Land improvements 169,700 11,698 - 181,398
Buildings and additions 4,868,156 191,453 - 5,059,609
Equipment and furniture 1,572,385 48,523 35,248 1,585,661
School buses 617,896 76,808 91,405 603,298
Total Accumulated Depreciation 7,228,137 328,482 126,653 7429,966
CAPITAL ASSETS, NET $4,896,328 $£165,695 $9,909 $5,052,114

Depreciation expense charged to governmental activities was $328,482.
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NOTE F — ACCRUED EMPLOYEE BENEFITS:

The School District offers terminal leave benefits for teachers having ten years of service,
This payment is based upon the teacher's base salary at retirement and the number of
years of service beyond ten years.

There is also an unused sick leave incentive plan provided to teachers eligible to retire
under the Michigan Teacher Retirement Act. This payment is based upon the accumulated
sick days at a rate of $20 for each day accumulated prior to September 1, 1981 and
$47.42 for each day accumulated after September 1, 1981. The sick leave liability has
peen calculated in accordance with GASB #16.

Accrued vacation represents vacation time that has been earned but not taken. This
vacation time must be used by the union employees within three months after their next
anniversary date, or it will be forfeited. For administrative/supervisory employees this
vacation time is paid out at their next anniversary date.

As of June 30, 2005, accrued employee benefits reported in the Statement of Net Assets
consist of the following:

Early Retirement $112,414
Terminal Leave 50,828
Sick Leave 600,912
Vacation 7,345

TOTAL $771,499

NOTE G — RESERVED FUND EQUITY:
The School District reserves fund equities for the following funds:

Debht Service Funds - The resources of the Debt Service Funds have been accumulated for
the specific purpose of bond and interest debt retirement. The fund equities are reserved
for these purposes.

Capital Projects Funds - The resources of the Capital Projects Funds have been
accumulated for the specific purpose of acquiring fixed assets. The funds are reserved for
these purposes.

NOTE H —- LONG-TERM DEBT:

The following is @ summary of the long-term debt activity for the year ending June 30,
2005:

Balance Balance
July 1, 2004 Additions Retirements June 30, 2005

Bonds Payabie:
1997 General Obligation Bonds $350,000 $- $110,000 $2<0,000
1998 School Improvement Bonds 115,264 - - 115,264
2002 Refunding Bonds 1,890,000 - 360,000 1,530,000
Notes Payable - 114,526 21,677 92,849
Employee Benefits Payable 934,687 13,304 176,492 771,499
TOTAL 43,289,951 $127,830 $668,169 42,749,612
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NOTE H — LONG-TERM DEBT (Continued):
Long-term debt at June 30, 2005 consists of the following:

1997 General Obligation
School Building and Site Bonds
June 30, 2005

November 1 May 1
School Year Interest Interest Principal Total
2005-2006 $6,000 %6,000 $115,000 $127,000
2006-2007 3,125 3,125 125,000 131,250
$9,125 $9,125 $240,000 $258,250

General Obligation School Building and Site Bonds originally issued for $995,000 and dated
June 1, 1997 mature annually on May 1, 1998 through May 1, 2007 and bear interest at a rate
of 4.5% to 5% per annum. Interest is paid semi-annually on May 1 and November 1 each

year.

School Improvement Bonds

Series 1998
June 30, 2005
school Year Interest Principal Total
2005-2006 $3,937 $8,733 $12,670
2006-2007 3,521 9,147 12,668
2007-2008 3,085 9,584 12,669
2008-2009 2,629 10,041 12,670
2009-2010 2,151 10,519 12,670
2011-2013 17,885 67,240 85,125
$33,208 $115,264 $148,472

The School Improvement Bonds, Series 1998 ($180,419) dated November 24, 1998 mature
annually on May 15, with interest at a rate of 4.75% per annum. The only revenue source for
making the debt service payment on these School Improvement Bonds is an appropriation from

the State of Michigan.

1997 General Obligation
Refunding Bonds, Series 2002
June 30, 2005

November 1 May 1
School Year Interest Interest Principal Total
2005-20086 $22,850 $22,950 $370,000 $415,900
2006-2007 17,400 17,400 380,000 414,800
2007-2008 11,700 11,700 390,000 413,400
2008-2009 5,850 5,850 390,000 401,700
$57,900 $57,900 $1,530,000 $1,645,800

Refunding Bonds originally issued for $1,890,000 and dated November 13, 2002, mature
annually on May 1, 2005 through May 1, 2009 and bear interest at a rate of 3% per anryum.
Interest is paid semi-annually on May 1 and November 1 each year begirining May 1, 2003.
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NOTE H — LONG-TERM DEBT (Continued):

School Bus Notes Payable

June 30, 2005
Schoaol Year Interest Principal Total
2005-2006 $3,333 $21,999 $25,332
2006-2007 2,543 22,789 25,332
2007-2008 1,725 23,607 25,332
2008-2009 878 24,454 25,332
$8,479 $92,849 $101,328

Notes payable originally issued for $114,526 and dated August 10, 2004 mature annually as
scheduled above on June 30, 2005 through June 30, 2009 bearing an interest rate of 3.59%
per annum.

As of June 30, 2005 the aggregate maturities of long-term debt for the next succeeding five
years are as follows:

school Year Principal Interest Total
2005-2006 $515,732 $65,170 $580,502
2006-2007 536,936 47,114 584,050
2007-2008 423,191 28,210 451,401
2008-2009 424,495 15,207 439,702
2009-2010 10,519 2,151 12,670
2010-2013 67,240 17,885 85,125
1,978,113 175,737 2,153,850
Employee Benefits Payable 771,499 - 771,455
TOTALS $2,749,612 $175,737 $2,925,349

NOTE I — SHORT TERM DEBT:

The District utilizes short-term borrowing secured with pledged state aid for cash flow purposes
due to the timing of state aid payments. A summary of changes in short-term debt for the year
ended June 30, 2005 is as follows:

Balance Balance
July 1, 2004 Additions Retirements June 30, 2005
State Anticipation Note $995 000 $995,000 $995,000 $995,000

NOTE J -~ FOUNDATION REVENUE AND CONTINGENCY RECEIVABLE AND PAY ABLE:

For the fiscal year ended June 30, 1995, the State of Michigan adopted a foundation grant
approach which provides for a specific annual amount of revenue per student based on a
state wide formula. In previous years, the state utilized a district power equalizing approach.
The foundation is funded from state and local sources. Revenue from state sources are
primarily governed by the School Aid Act and the School Code of Michigan. The Michigan
Department of Education administers the allocation of state funds to school districts basecd on
information supplied by the districts. For the year ended June 30, 2005, the foundation
allowance was based on the average of pupil membership counts taken in February and
October of 2004.

The state portion of the foundation is provided primarily by a state education property tax
millage of 6 mills and an allocated portion of state sales and other taxes. The local portion of
the foundation is funded primarily by non-homestead property taxes which may be levied ata
rate of up to 18 mills. The state revenue is recognized during the foundation period
(currently the fiscal year) and is funded through 11 payments from October 2004 - Aucjust
2005. The local revenue is recognized as outlined in Note A — Property Taxes.
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NOTE K — EXCESS OF ACTUAL EXPENDITURES OVER BUDGETINDIVIDUALFUNDS:

The following funds had an excess of actual expenditures over appropriations for the year
ended June 30, 2005:

Excess Expenditures
General Fund:

Basic programs $152,946

Pupil services 13,569

Employee benefits — supporting 3,915

Capital outlay 102,772
Special Revenue Funds:

Food service activities 7,727

NOTE L — EMPLOYEE RETIREMENT SYSTEM - DEFINED BENEFIT PLAN:

Substantially all of the District’s employees are eligible to participate in the statewide Michigan
Public School Employees’ Retirement System (MPSERS), a muitiple-employer, cost-sharing
public employee retirement system. Effective January 1, 1987, Act 91 of the Public Acts of
1985 established a voluntary contribution to the Member Investment plan (MIP). Employees
first hired before January 1, 1990, made a one-time irrevocable election to contribute to the
tax def{qu:rrecflvI ggIP. Employees first hired on or after January 1, 1990 will automatically be
included in .

Members in MIP may retire at any age after attaining thirty years of creditable service or at age
sixty while still working with a minimum total of five years of creditable service and with
credited service in each of the five school fiscal years immediately preceding the retirement
allowance effective date. The retirement allowance is calculated using a formula of 1.5% of
the average of the highest total earnings during a period of thirty-six consecutive calendar
months (three years) multiplied by total years to the nearest tenth of a year of credited
service.

Employees who did not elect the MIP option fall under the MPSERS Basic Plan and may retire
after attaining age sixty with ten or more years of credited service; or with thirty ormore years
of credited service; or attaining age fifty-five while still working at least fifteen but fewer than
thirty years of credited service in each of the five school fiscal yearsimmediately preceding the
retirement allowance effective date.

The retirement allowance is computed using a formula of 1.5% of the average of the highest
total earnings during a period of sixty consecutive months (five years) multiplied by the total
years to the nearest tenth of a year of credited service.

The MPSERS also provides death, disability, health, medical, dental, vision, and hearing
insurance coverage. Benefits are established by state statute.

The District was required by state statute to contribute 12.99% of covered compensation to
the Plan through September 30, 2004 and 14.87% of covered compensation for the remainder
of the year. The total amount contributed to the Plan for the year ended June 30, 2005 was
$1,206,871 which consisted of $1,000,641 from the District and $206,230 from employees
electing thie MIP option. These represent approximately 14% and 3% of covered payroll,
respectively.

Payroll paid to employees covered by the System for the year ended June 30, 2005 was
approximately $6,730,000. The District’s total payroll was approximately $7,020,000.
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NOTE L—- EMPLOYEE RETIREMENT SYSTEM - DEFINED BENEFIT PLAN (Continued):

The District is not responsible for the payment of retirement benefits which is the responsibility
of the State of Michigan. MPSERS’ issues a publicly available financial report that includes
financial statements and required supplementary information for the system. More information
may be obtained by writing MPSERS at MPSERS, P.O. Box 30673, Lansing, Michigan 48909-
8173,

NOTE M — CONTINGENT LIABILITIES:

Grant Assistance

The School District has received significant assistance from federal and state agencies in the
form of various grants. The disbursement of funds received under these programs generally
requires compliance with terms and conditions specified in the grantagreement and is subject
to audit by the grantor agency. Any disallowed claims resulting from such audits could become
a liability of the applicable fund of the School District.

Risk Management

The School District is exposed to various risks of I0ss related to torts; theft of, damage to, and
destruction of assets; errors and omissions; inf‘uries to employees’ and natural disasters. The
School District was unable to obtain general liability insurance at a cost it considered to be
economically justifiable. The School District joined together with other units and created a
public entity risk pool currently operating as a common risk management and insurance
program. The School District pays an annual premium to the pool for its general insurance
coverage. The agreement provides that the pool will be self-sustaining through member
premiums and will reinsure through commercial cormpanies for claimsin excess of $75,000 for
each insured event.

The School District continues to carry commercial insurance for all other risks of loss. Settled
claims resulting from these risks have not exceeded commercial insurance coverage in any of
the past three fiscal years.

The pooling agreement allows for the pool to make additional assessments to make the pool
self-sustaining. The School District is unable to provide an estimate of the amounts of
additional assessments that may be required to make the pool self-sustaining.

NOTE N — ECONOMIC DEPENDENCY:

The School District receives approximately 80 percent of its revenues through State and
Federal sources to be used for providing elementary and secondary education to the students
of Negaunee Public Schools.

NOTE O — SINKING FUND:
The Capital Project Fund records capital project activities funded with Sinking Fund millage.
For this fund, the School District has complied with the applicable provisions of §1212 (1) of

the Revised School Code and the applicable section of the Revised Bulletin for School District
Audits of Bonded Construction Funds and of Sinking Funds in Michigan,
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REVENUES:
Federal sources
State sources
Local sources
Other governmental units

TOTAL REVENUES

EXPENDITURES:
Instruction:
Basic programs
Added needs
Empioyee benefits - instruction

Total Instruction

Supporting Services:
Pupil services
instructional staff
General administration
School administration
Business services
Transpaortation
Central staff
Employee benefits - supporting

Total Supporting Services
Other Expenditures:
Capital ouitay
Outgoing transfers & other

TOTAL EXPENDITURES

EXCESS OF REVENUES OVER
{UNDER) EXPENDITURES

OTHER FINANCING SOURCES (Uses)
Proceeds from notes
Transfers in
Transfers out

TOTAL OTHER FINANCING
SOURCES (USES)

NET CHANGE IN FUND BALANCE
Fund Balance, July 1

FUND BALANCE, JUNE 30

Negaunee Public Schools
General Fund
Budgetary Comparison Schedule
For the Year Ended June 30, 2006

Variances
Actual Positive (Negative)
Budgeted Amounts (GAAP Original Budget  Final Budget
Original Final Basis) to Final Budget to Actual
$ 427232 $ 433,262 § 407,803 § 6,030 § (25459
9,161,815 9,350,926 8,731,705 189,111 380,779
1,538,818 958,786 1,182,091 (580,030) 223,305
33,500 454,622 81,578 421,122 (373,048)
11,161,363 11,197,586 11,403,175 36,233 205,579
5,270,884 3,475,525 3,628,471 1,795,350 {152,948)
2,032,807 1,706,554 1,698,008 326,083 8,546
- 2,424,602 2,289,797 {2,424,602) 134,805
7,303,491 7,806 681 7,616,276 {303,190) {9,595
576,799 330,809 344,178 246,190 (13,569)
374,902 107,505 107,255 267,397 250
238,811 177,120 173,665 61,691 3,485
644,035 475,568 458,478 168,466 17,091
1,268,928 976,020 921,874 290,908 54,146
560,350 412,808 400,641 156,542 12,167
- 880,977 884,892 {880.,977) (3,815)
3,670,825 3,360,608 3,290,983 310,217 69,625
- 121,845 224,417 (121,845) {102,772}
304322 313,622 148,490 (9,200 164,032
11,278,638 11,402,456 11,281,168 (123,818} 121,280
(117,275) (204,860 122,009 (87,585 326,889
- - 114,526 - 114,526
- - 14,365 - 14,365
- (201,000 (295,874) (201,000 (94,674)
- {201,000 {166,783} {201,660} 34,217
{117.275) (405,880) (44,774) {288 ,585) 361,088
1,016,971 1,016,971 1,016,971 -
$ 809696 § B11,111 8 972197 § (288,585 § 361,088

.33 -



OTHER SUPPLEMENTAL
INFORMATION

- 34 -



Negaunee Public Schools
General Fund
Schedule of Revenues, Expenditures and Changes

in Fund Balance - Budget and Actuai
For the Year Ended June 30, 2005

Variance
Firal Favorable
Budget Actual (Unfavorable)
REVENUES:
Federal Sources:
Restricted:
Title IV - Indian Education - 22 525 $ 22,525
Restricted - received through the state:
ELCLA Titleld 433,262 187,873 (245,389)
E.[.C.1.A. Flow Through Grant Title IV - 10,930 10,930
Restricted - received through MARESA:
Public Law 94-142 Special Education Flowthrough - 88,159 88,159
Other grants - 98,316 98,316
Total Federal Sources 433,262 407,803 {25,459)
State Sources:
State school aid - unrestricted 9,350,926 8,719,754 (631,172)
Restricted:
At risk - 159,536 159,536
Durant funds - 18,042 18,042
Special education - 409,359 409,359
Drivers education - 5,585 5,885
Advanced and accelerated - 202 202
Vocational education - 40,588 40,588
Other grants - 178,639 378,639
Total State Sources 9,350,926 8,731,705 380,779
Local Sources:
Property tax levy 958,786 1,037.810 79,024
Penalty and interest on delinquent taxes - 4 681 4. 691
income from investments - 26,346 26,346
Other local revenue - 113,244 113,244
Total Local Sources 958,786 1,182,091 223,305
Other Governmental Units:
Transfers from other governmental units 454 622 58,657 (395,965)
indirect costs - 22,919 22,919
Total Other Governmental Units 454,622 81,576 (373,048)
TOTAL REVENUES 11,197,506 11,403,175 205,579
EXPENDITURES:
Instruction:
Elementary.
Salaries 1,428,334 1,597,462 (169,128)
Purchased services 6,140 3,738 2,402
Supplies and materials 48,211 41,749 4,462
Capital outlay - 7,158 {7,156)
Total Elementary 1,480,685 1650,105 {169,420)
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Negaunee Public Schools
General Fund
Schedule of Revenues, Expenditures and Changes
in Fund Balance - Budget and Actual
For the Year Ended June 30, 2005

Variance
Final Favorable
Budget Actual {Unfavorable)
Middle School:
Salaries 3 841,526 % 931,516 $ (89,980)
Purchased services 21,705 23,684 (1.979)
Supplies and materials 35,600 35,830 {230)
Capital outlay 10,000 4,679 5,321
Total Middle School 908,831 995,709 {86,878)
High School:
Salaries 993,301 937,132 56,169
Purchased services 11,275 9,237 2,038
Supplies and materials 91,433 48,123 43,310
Capital outlay 3,482 3,481 1
Total High School 1,089,481 997 973 101,518
Special Education:
Salaries 871,470 882,504 {11,034)
Purchased services 1,070 385 685
Supplies and materials 4,200 2,497 2,403
Capital outlay - - -
Total Special Education 877,440 885,386 (7 ,946)
Compensatory Education:
Salaries 277,956 244,331 33,625
Purchased services 16,583 6,246 10,337
Supplies and materials 10,638 8,665 1,973
Capital outlay - - -
Total Compensatory Education 305177 259,242 45,935
Professional Development:
Salaries 142,270 161,885 (19.615)
Purchased services 26,000 23,1986 2,804
Supplies and materials 25,254 39,118 (13,864)
Capiltal outlay 74,000 58,249 15,751
Total Professional Development 267,524 282,448 (14 ,924)
Drivers Training:
Salaries 22,000 16,398 5,602
Supplies and materials 800 1,120 {320)
Capitai outlay - - -
Total Drivers Training 22,800 17,518 5,282
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Negaunee Public Schools
General Fund
Schedule of Revenues, Expenditures and Changes
in Fund Balance - Budget and Actual
For the Year Ended June 30, 2005

Variance
Final Favorable
Budget Actual (Unfavorable)
Speech and Physically Impaired:
Salaries $ 81,021 $ 81,021 $ -
Purchased services 500 1,218 (718)
Capital outlay - - -
Total Speech and Physicaily impaired 81,521 82,239 (718)
Latch Key:
Salaries _ 13,400 11,443 1,957
Supplies and materials 1,810 1,707 203
Capital outlay - - -
Total Latch Key 15,310 13,150 2,160
Vocational Education.
Salaries 210,782 194,471 16,311
Purchased services - 12,004 (12,004)
Supplies and materiais - 9,789 (9,799)
Capital outlay 20,050 21,451 (1,401)
Total Vocational Education 230,832 237,725 (6,893)
Employee Benefits - Instruction 2,424 602 2,289,797 134,805
TOTAL INSTRUCTION 7,714,213 7,711,292 2,921
Supporting Services:
Pupil Services:
Guidance:
Salaries 237,464 248,316 (10,852)
Supplies, materials and other 1,640 35 1.605
Other - 1,477 (1.477)
Health:
Salaries 27,004 29,590 (2,586)
Purchased services_ 500 1,144 (644)
Supplies and materials 500 1,011 511)
Other
Salaries 60,106 54,556 5,550
Purchased services - 1,788 (1,788)
Supplies and materials 3,395 6.261 (2,8686)
Total Pupil Services 330,609 344 178 (13,569)
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Negaunee Public Schools
General Fund
Schedule of Revenues, Expenditures and Changes
in Fund Balance - Budget and Actual
For the Year Ended June 30, 2005

Variance
Final Favorable
Budget Actual {Unfavoraxbie)
Instructional Staff:
Library:
Salaries % 89,210 89,130 $ 80
Supplies and materials 6,490 6,822 (332)
Audio-Visual:
Purchased services 10,735 9,329 1,406
Supplies and materials 1,070 1,874 (904)
Total Instructional Staff 107,505 107,255 250
General Administration:
Board of Education:
Salaries 7.700 6,831 869
Purchased services 24,100 28,524 (4,424)
Supplies and materials 11,400 5,231 6,169
Executive Administration.
Salaries 123,920 124,658 (738)
Purchased services 8,500 5,848 652
Supplies and materials 3,500 2,573 927
Totai General Administration 177,120 173,665 3,455
School Administration:
Offices of Principals:
Salaries 453,804 437,717 16,087
Purchased services - 178 (178)
Supplies, materials and other 21,765 20,583 1,182
Total School Administration 475,569 458,478 17,091
Business Services:
Fiscal Services:
Salaries 86.074 89,837 (3,763)
Purchased services 14,949 14,803 146
Supplies, materials and other 9,600 4,559 4,941
Capital outlay 14,113 14,875 (762)
Other 13,517 14,869 1,648
Operation and Maintenance:
Salaries 326,236 325178 1,058
Purchased services 492 244 440,323 51,021
Supplies and materials 33,500 35,305 {1,805)
Capital outlay - - -
Pupil Transpartation:
Salaries 286,358 289,534 (3,176}
Purchased services 26,750 28,435 (1,685)
Supplies and materials 99,700 82,672 17,028
Capital outlay - 114,526 (114,526)
Total Business Services 1,402,941 1,451,818 (48,975)
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Negaunee Public Schools
General Fund

Schedule of Revenues, Expenditures and Changes

in Fund Balance - Budget and Actual
For the Year Ended June 30, 2005

Variance
Final Favorable
Budget Actual (Unfaveorable)
Employee benefits - supporting services 3 880,977 § 884,892 3 (3,915
TOTAL SUPPORTING SERVICES 3,374,721 3,420,384 (45,683)
Other:
Transfer to other governmental units 144,738 109,521 35,217
Principal on notes 131,678 21,677 110,001
Interest and fiscal charges 37,106 18,292 18,814
TOTAL OTHER 313,522 149,490 164,032
TOTAL EXPENDITURES 11,402,456 11,281,166 121,290
EXCESS REVENUES (EXPENDITURES) (204,860) 122,009 326,869
Other Financing Sources {(Uses):
Proceeds from notes - 114,526 114,526
Transfers in:
Capital projects ‘ - 14,365 14,365
Transfers out:
Schoat Service (32,390) (32,873) (483)
inter-scholastic Athletics (168,610} (135,301) 33,309
1997 Debt Service - (127,500) {127 ,500)
TOTAL OTHER FINANCING SOURCES (USES) {201,000) (166,783) 34,217
NET CHANGE IN FUND BALANCE {405,860) {44,774) 361,088
Fund Balance, July 1 1,016,971 1.016,971 -
FUND BALANCE, JUNE 30 $ 611,111 3 g72,197 § 361,088
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Negaunee Public Schools
Nonmajor Governmental Funds
Combining Balance Sheet

ASSETS:
Cash and equivalents
Investments
Accounts receivable
Due from other governmental units

{nventories

TOTAL ASSETS

LIABILITIES AND FUND BALANCES:

LIABILITIES:
Due to other funds
Accrued liabilities

TOTAL LIABILITIES

FUND BALANCES:
Reserved for:
Debt service
Capital outlay
Unreserved

TOTAL FUND BALANCES

TOTAL LIABILITIES AND
FUND BALANCES

June 30, 2005

Special Debt Capital
Revenue Service Projects
Funds Funds Fund Total
% - $ 121829 § 152403 § 274,232
- 8,957 - 8,957
66 - - 66
4 490 - - 4,490
4028 - - 4,028
3 8,584 $ 130,786 & 152403 § 291,773
5 8,174 5 - 3 - 8 8,174
410 - - 410
8,584 - 8,584
- 130,786 - 130,786
- - 152,403 152,403
- 130,786 152,403 283,188
3 8,584 $ 130,786 § 152403 § 291,773
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Negaunee Public Schools

Nonmajor Governmental Funds
Combining Schedule of Revenues, Expenditures and Changes in Fund Balance
For the Year Ended June 30, 2005

REVENUES:
Federal sources
State aid - restricted
Taxes and penalties
School lunch activities
Athletic activities
Interest income
Other

TOTAL REVENUES

EXPENDITURES:
School lunch activities
Athletic activities
Debt service:

Principal

interest
Capital outltay
Other

TOTAL EXPENDITURES

EXCESS OF REVENUES OVER
{UNDER} EXPENDITURES

OTHER FINANCING SOURCES (USES):
Transfers in
Transfers (out)

TOTAL OTHER FINANCING SOURCES (USES)
NET CHANGE IN FUND BALANCE

Fund Balance, July 1

FUND BALANCE, JUNE 30

Special Debt Capital
Revenue Service Projects
Funds Funds Fund Total

172,357 - $ - % 172,357
23,206 - - 23,2086

- 404 058 454,053 858,111

274,387 . - 274,387
165,985 - - 165,985

- 6,644 4,277 10,921

- 2,713 - 2,713

635,935 413,415 458,330 1,507,680
502,823 . - 502,823
301,286 - - 301,288

- 470,000 . 470,000

- 74,200 - 74,200

- - 305,868 305,868

804,109 544,200 305,868 1,654,177
(168,174) (130,785) 152,462 (146.,497)
168,174 127,500 - 205,674
- - (14,355) (14,365)

168,174 127,500 (14,385) 281,308

- {(3,285) 138,097 134,812

- 134,071 14,308 148,377

- 130766 % 152,403 % 283,189
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Negaunee Public Schools
Nonmajor Special Revenue Funds
Combining Balance Sheet
June 30, 2005

Schoel Lunch Athletic
Fund Fund Total
ASSETS:
Accounts receivable 3 66 3 - 3 66
Due from other governmental units 4,490 - 4,490
Inventories 4,028 - 4,028
TOTAL ASSETS $ 8,584 3 ~ $ 8,584
LIABILITIES AND FUND BALANCES:
LIABLLITIES:
Due to other funds 3 8,174 $ - $ 8,174
Accrued liabilities 410 - 410
TOTAL LIABILITIES 8,584 - 8,584
FUND BALANCES:
Reserved - - .
TOTAL LIABILITIES AND FUND BALANCES $ 8,584 $ - ] 8,584
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Negaunee Public Schools
Nonmajor Special Revenue Funds
Combining Schedule of Revenues, Expenditures and Changes in Fund Balance
For the Year Ended June 30, 2005

REVENUES:
Federal sources
State aid - restricted
School lunch activities
Athletic activities

TOTAL REVENUES

EXPENDITURES:
School lunch activities

Athletic activities

TOTAL EXPENDITURES

EXCESS OF REVENUES OVER
(UNDER} EXPENDITURES

OTHER FINANCING SCURCES (USES):
Transfers in
Transfers {out}

NET CHANGE IN FUND BALANCE

Fund Balance, July 1

FUND BALANCE, JUNE 30

Schoot Lunch Athletic
Fund Fund Total
$ 172,357 - 172,357
23,2086 - 23,206
274,387 - 274,387
- 165,985 165,985
469,950 165,985 635,935
502,823 - 502,823
- 301,286 301,286
502,823 301,286 804,100
(32,873) (135,31) (188,174)
32,873 135,301 168,174
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Negaunee Public Schools
School Lunch Fund
Schedule of Revenues, Expenditures and Changes
in Fund Balance - Budget and Actual
For the Year Ended June 30, 2005

Variance
Favorable
Budget Actual (Unfavorable)
REVENUES:
Federal sources:
Entitement payments $ 170,000 $ 160,202 $ (9,798)
Donated commodities 12,155 12,155
State aid - restricted 24 686 23,206 (1,480)
Student lunches - type A 268,020 213,141 (54,879)
Student breakfast - 14,738 14,738
Aduit lunches - 7.025 7.025
Ala carte sales - 37,785 37,785
Milk - 240 240
Other food receipts - 1,458 1,458
TOTAL REVENUES 462 706 469 950 7,244
EXPENDITURES:
School lunch activities:
Salaries 463,946 155,443 308,503
Employee benefits - 49,030 (49,030)
Purchased services 7,150 14,219 (7,069)
Other costs 24,000 41 865 (17,865)
Food and milk - 214,775 (214,775)
Donated commodities 14,751 {(14,751)
Capital outlay - 12,740 (12,740)
TOTAL EXPENDITURES 495 096 502,823 (7,727)
EXCESS REVENUES (EXPENDITURES) (32,320) (32,873) (483)
OTHER FINANCING (USES):
Transfers in 32,390 32,873 483
NET CHANGE IN FUND BALANCE - - -
Fund Balance, July 1 - - -
FUND BALANCE, JUNE 30 $ - $ - $ .
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Negaunee Public Schools
Athtetics Fund
Schedule of Revenues, Expenditures and Changes
in Fund Balance - Budget and Actual
For the Year Ended June 30, 2005

Variance
Favorable
Budget Actual {Unfavorable)
REVENUES:
General admission $ 138,987 $ 97,144 $ {41,843)
Participation fees - 36,457 36,457
QOther revenues - 32,384 32,384
TOTAL REVENUES 138,987 165,885 26,898
EXPENDITURES:
Athletic activities:
Salaries 248,050 174,121 73,929
Employee benefits - 38,581 {38,581)
Purchased services 30,000 25,894 4,106
Supplies and materials - 9,838 {9,838)
Cther 29,547 47,512 {17,965)
Capital outiay - 5,340 (5.340)
TOTAL EXPENDITURES 307,597 301,286 6,311
EXCESS REVENUES OVER
{UNDER) EXPENDITURES (168,610} (135,301} 33,309
OTHER FINANCING SQURCES (USES):
Transfers in 168,610 135,301 {33,309)

NET CHANGE IN FUND BALANCE - - -

Fund Balance, July 1 _ . _

FUND BALANCE, JUNE 30 3 - $ - $ -
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Negaunee Public Schools
Nonmajor Debt Service Funds
Combining Balance Sheet
June 30, 2005

Debt Deht
Retirement Retirement Durant
1980 Issue 1997 issue Debt Totaal
ASSETS:
Cash and equivalents $ 121,829 % - $ 121,829
Investments 8,857 - 8,957
TOTAL ASSETS $ 130,786 ) - $ 130,786
LIABILITIES AND FUND BALANCES:
LIABILITIES:
Accounts payable $ - $ - $ -
TOTAL LIABILITIES - - .
FUND BALANCES:
Reserved 130,786 - 130,786
TOTAL LIABILITIES AND FUND BALANCES 3 130,786 3 - $ 130,786
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Negaunee Public Schools
Nonmajor Debt Service Funds
Combining Schedule of Revenues, Expenditures and Changes in Fund Balance
For the Year Ended June 30, 2005

Debt Debt
Retirement Retirement Durant
1990 Issue 19897 Issue Debt Total
REVENUES:
Property tax levy $ 402,722 § - % - § 402,722
Penalty and interest on delinquent taxes 1,336 - - 1,336
Interest income 6,644 - - 6,644
Cther 2,713 - - 2,713
TOTAL REVENUES 413,415 - - 413,415
EXPENDITURES:
Debt Service:
Principal 360,000 110,600 470,000
Interest 56,700 17,500 74,200
Paying agent fees and other costs - - - -
TOTAL EXPENDITURES 416,700 127,500 - 544,200
EXCESS OF REVENUES OVER
{UNDER) EXPENDITURES (3,285) {127,500} - (130,785)
OTHER FINANCING SQURCES (USES):
Transfers in - 127,500 - 127.500
TOTAL OTHER FINANCING SOURCES (LJSES) - 127,500 - 127,500
NET CHANGE IN FUND BALANCE (3,285) - - (3.285)
Fund Balance, July 1 134,071 - 134,071
FUND BALANCE, JUNE 30 § 130,786 3 - 5 - $ 130,786
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ANDERSON, TACKMAN & COMPANY, PL.C. McHGAN

ESCANABA

CERTIFIED PUBLIC ACCOUNTANTS IRON MOUNTAIN

R PARTNERS — s

JOHN W. BLEMBERG, CPA ROBERT J. DDWNS, CPA, OVA DANIEL E. BIAMCHMIE, CPA WSCONSIN
GREEN BAY

REPORT ON COMPLIANCE AND OTHER MATTERS AND ON INTERNAL RILWAUKEE

CONTROL OVER FINANCIAL REPORTING BASED ON AN AUDIT OF FINANCIAL
STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

Board of Education
Negaunee Public Schools
Negaunee, Michigan 49866

We have audited the financial statements of the governmental activities, each major fund, and
the aggregate remaining fund information of the Negaunee Public Schools as of and for the year
ended June 30, 2005, which collectively comprise the Negaunee Public Schools’ basic financial
statements and have issued our report thereon dated September 30, 2005. We conducted our
audit in accordance with auditing standards generally accepted in the United States of America
and the standards applicable to financial audits contained in Government Auditing Standard's,
issued by the Comptroller General of the United States.

Compliance and Other Matters
As part of obtaining reasonable assurance about whether Negaunee Public School’s financial

statements are free of material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts and grant agreements, noncompliance with which could
have a direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our audit and,
accordingly, we do not express such an opinion. The results of our tests disclosed instances of
noncompliance or other matters that are required to be reported under Government Auditing
Standards. These instances are described in a separate report to management letter dated
September 30, 2005.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered Negaunee Public School’s internal control
over financial reporting in order to determine our auditing procedures for the purpose of
expressing our opinion on the financial statements and not to provide an opinion on the internal
controi over financial reporting. However, we noted certain matters involving the internal control
over financial reporting and its operation that we consider to be reportable conditions. Reportable
conditions involve matters coming to our attention relating to significant deficiencies in the design
or operation of the internal control over financial reporting, that, in our judgment could adversely
affect the School District’s ability to record, process, summarize and report financial data
consistent with the assertions of management in the financial statements. Reportable conditions
are described to management in a separate letter dated September 30, 2005.

A material weakness is a reportable condition in which the design or operation of one or more of
the internal control components does not reduce to a relatively low level the risk that
misstatements caused by error or fraud in amounts that would be material in relation to the
financial statements being audited may occur and not be detected within a timely period by
employees in the normal course of performing their assigned functions. Qur consideration of the
internal control over financial reporting would not necessarily disciose all matters in the internal
control over financial reporting that might be reportable conditions and, accordingly, would not
necessarily disclose all reportable conditions that are also considered tobe material weaknesses.
However, we believe none of the reportable conditions described aboveis & material weakness.
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Board of Education
Negaunee Public Schools
Negaunee, Michigan 49866

This report is intended for the information of Negaunee Public Schools, state and federal
awarding agencies and pass-through entities, and is not intended to be and should not be used
by anyone other than these specified parties.

Ardorsam, Tackman & fm/aqg, FLC
Certified Public Accountants

September 30, 2005
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GREEN BAY
MILWALKEE

REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH MAJOR
PROGRAM AND INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE
WITH OMB CIRCULAR A-133

Board of Education
Negaunee Public Schools
Negaunee, Michigan 49866

Compliance ,
We have audited the compliance of Negaunee Public Schools with the types of compliance

requirements described in the U.S. Office of Management and Budget (OMB) Circular A-1.33
Compliance Supplement that are applicable to each of its major federal programs for the year
ended June 30, 2005. Negaunee Public School’s major federal programs are identified in the
summary of auditors’ resuits section of the accompanying schedule of findings and questioned
costs, Compliance with the requirements of laws, regulations, contractsand grants applicable to
each of its major federal programs is the responsibility of Negaunee Pubic School’s management.
Qur responsibility is to express an opinion on Negaunee Public School's compliance based on our
audit. '

We conducted our audit of compliance in accordance with auditing standards generally accepted
in the United States of America the standards applicable to financal audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States; and
OMB Circular A-133, Audits of States, Local Goverriments, and Nor-Profit Organizations. Those
standards and OMB Circular A-133 require that we plan and perfom the audit to obtain
reasonable assurance about whether noncompliance with the types of compliance requirements
referred to above that could have a direct and material effect on a major federal program
occurred. An audit includes examining, ona test basis, evidence about Negaunee Public School’s
compliance with those requirements and performing such other procedures as we considered
necessary in the circumstances. We believe that our audit provides areasonable basis for our
opinion. Our audit does not provide a legal determination on Negaunee Public School’s
compliance with those requirements.

In our opinion, Negaunee Public Schools complied, in all material respeds, with the requirements
referred tooabove that are applicable to each of its major federal programs for the year ended
June 30, 2005.

Internal Control Over Compliance

The management of Negaunee Public Schools is responsible for establishing and maintaining
effective internal control over compliance with requirements of laws, regulations, contracts and
grants applicable to fed}eral programs. In planning and performing our audit, we considered
Negaunee Public School’s internal control over compliance with requirements that could have a
direct and material effect on a major federal program in order to determine our auditing
procedures for the purpose of expressing our opinion on compliance and to test and report on
internal control over compliance in accordance with OMB Circular A-133.
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Our consideration of the internal control over compliance would not necessarily disclose all
matters in the internal control that might be material weaknesses. A material weakness is a
reportable condition in which the design or operation of one or more of the internal control
components does not reduce to a relatively low level the risk that noncompliance with applicable
requirements of laws, regulations, contracts and grants that would be material in relation to a
major federal program being audited may occur and not be detected within a timely period by
employees in the normal course of performing their assigned functions. We noted no matters
involving the internal control over compliance and its operation that we consider to be material
weaknesses.

This report is intended for the information of Negaunee Public Schools, state and federal
awarding agencies and pass-through entities, and is not intended to be and should not be used
by anyone other than these specified parties.

Arderson, Tackman & Company, PLC
Certified Public Accountants

September 30, 2005

-52-



-8G-

{panuguog}
- 162 4BE'E - 966 £68'0 TWL0L
- B2’ JIA - - L62E 981 '¥8 S0P0-098250
- - - - 955' 965'C o8l ¥8 POSH-0ORZE0
[SOPUNLLILOD) 7 SI00UOS dau4 Bru(y 3 ajes
608'8C PSOEEL 65188 ¥OLEL IEV'95L £0Y'6YT WIOL
BSE'RT 062'89 56188 - - 66188 L2018 GOp0-067080
- 2 TR iy ¥9LtL L5795t v¥e L9t 1078 POSG-OSP0K0)
yBnouy Moi4 Z¥L-16 Td
(VSTIHYIW) Aousby aojaieg uoneonps jeuciBay teby-ananblepy ybnoy | passed
8Z9ELL 9G¥ Gire 786112 ZoL'i8l z9s'0ze $0£'829 TGN HINOHEHL GISSVd WLOL
- 0097 009’z b - - WLOL
- 0002 009°2 - - - SCo'sy VN
jualuaalby RIS SB0IASS SUY
A 1613/ BY.'E8 ZBS'BE 5¥2'69 yeo'es) IWLIDL
o¥Z St 959'08 ggl'el - - gei'9l 298°%8 GOP0-025050
- £6Z'LY 192 ZB8'6E 5¥G'69 092G LL 28¢v8 +0E0-0Z50%D
Apjenyy Jeyoes |, Buirosd) i L
- 8/Z'8 BLEE 668G 656G By LL WOl
- BLE'E BLeg - - 08%'G BLE'PR SOY0-06ZHE0
- 6GE'G - 655'G 658G 666'G BLEVE POE0-06EFYC
sjueln) abusiieys Aorlayt ABouyns |
- &L L L 0G4 052 1BL°L TWLOL
- - - - - - 86E°%8 £0C0-0G20¢E0
- 1811 Lt [¢37) 47 161"k 862 v8 ¥0e0-0620%0
UCHEe30IY ¥37 A SRlL
99¢°09 961 'v5e £/B'/81 P LLYE)L 300 752 000'28% WLIOL
§8£'89 a5’ 71 916'681 - - Ge0'9Le cLO'#8 SOv0-0ESLG0
- 205'ect 2681 LAvEL 800°¥¥E 598'GHT cLo'v8 ¥OE0-0E5 L0
EI N o |
(3@ voneonpd jo uswpedaq uebiyony ybnony passed
G¢5Z¢ 2e.'0l §267E 8eL 0L Zie'ee IE8'vY AYHOOUd L1030 Vi1
G252z - 8282 - - Ges'te 080'¥8 GLZ1LF0V0S0S uoheEonpy wBIpUL A AL
- 8££°04 $ - $ 88401 % Zie'ee $ ZLe'ze $ 090'v8 $1Z1LE0VH00S UCHEINDT URIPU| ‘A SRIL
‘wesbold 13anQ
uoeonpd Jo uswpedadg sn
S0/08/9 BGEERE samnppuadcy 0/LIL SRINJIPUAGKT WUnoy 1BGLLINN ISUINN JUBID Bt Welbold
Shuaray JBBA jea) anansy Jga 4 101g Dlemy UG Y40 Jojuelsy ufinosuy ssed
{pauslRQ} aung Wwauny {pousjan) (AU owRi) paacddy jeiepa 4 JOjUeI0) |eIaped
DONIDOY pennoy

$00Z '0E BUNT papua JEak au Joy
SOHVAMY IWHH0T4 30 STHNLANIXI 40 3INAAHIS
STOCHOS 21N8Nd FINNVOAN



|vma

TZO'6sE § BOUVP. 8 001089 $ leg'sze § oPe'eal [3 Gi2ocz’t § FONVLSISSY IVIONYNIE TvHAAHES IVLOL
- 1SECLL 288241 - GZE0oL 6821981 FHUNLINODNEDY 20 ININEHYLAD '$'N TYL0L
- G561 551°2L - CEC' L FETAY TLOL
- oL ope’L - yEL'T vl o560l SORIPOWLIC) SNLOg
- 606°CH 606°0) - 86071 606°01 085°CL SBPOLALOT) JUBLIBRAYY
‘UORNGASI] poO-}
- Z0Z 091 Z0Z'091 - £65'971 226G HALSAID NOLLILNN TYLOL
- - - - - - 955°04 A [2109dS YaunT 0SS REN
- LL6ET L.6'2C - [W A ¥4 094'52 £85°0L wiebord jsepesig 100UsS leN
- 108 208 - 206G 2956 G56°0L SHOBUG
- 18586 18686 - 26l'/8 868201 88501 2961 % 996} Buineg (E10L -1 | U0NDag
- 28188 i8l'ee - 029'L€ 88.L'iY G550 1661 9 9661 Buinieg fei0] - ¢ uoNdeg
welBolg Yaun't jooyng [EUONEN
U yBnoay | possey
138NN UOARN
anpnauby jo jusipedad S
72059l LUV £02' L0 LE6'8CE G10'909 285'8¥0°L NOILVINOF 40 LNIWNLYYdIA ST IWLOL
69882 I 95211 L60'/E} LWe'eoe ShP'GLe VSIEVIA HONOEKL Q358Yd TVi01
- 96T’ ¢ 962 - - 96¢C £ W.LOL
- 962’ 982'c - - 962 ¢ BLLEE YN
VORBHCASURI |-G 34 PIEDIPSIY
- AT - 7E6'L8 £Le'L6 ¥ig'L6 WLOL
- 285'35 - TEG'LS £L6°L6 PiGL6 8L1¢H i
JUBLIBSINQUUIDY YyDBARNED PIEDIPBIY
- o0’ 000°L 000t 0on'L 000'Z WL
- 000'E 000°L - - 000} EL3'P8 S0F0-08P050
- 000't - 0co'L oo0o'L 0004 £li'¥8 £0E0-084 010
‘SIUBIE) |00L2S8d - UTleanp3 (eioeds
- 6EETT e FA 66840} BEEZT Wi0Ll
- gL FreLL . - 541 ar0 v Z0ZL0G
- S G6.0% % - $ G801 $ S62'0L $ G62°Cl $  8vo¥s Z0-Z\0¥
oy uoneonps saiboouyoe ),
palddy pue JBUOTEOOA SUBLIBY (1 Hed
sgiee/e sidisosy saumipuadxy FOHIL SBANYIpUBtXT JnCuy Jsguiny JaguIny 1WeIg am | weibolg
anusasy TEDA 18aA aniaaey iBa Jolid plemy el w340 ioeeln gbinoiy | ssed
(pauageQ) JaLnD UG {pauzan) (Ajup cwa) panosddy 1eiepa4y Io3ueicy [Biapad
pEndY RNy

GOOZ ‘0T BUN[ POPUS JB3A 3L} 104
SOUYMY vdI0ad 40 SEUNUANIIXS 40 ITNA3HOS
STCOHDS NENd FINNAYILIN



NEGAUNEE PUBLIC SCHOOLS
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
For the year ended June 30, 2005

NOTE A — OVERSIGHT AGENCY:

The U.S. Department of Education is the current year's oversight agency for the single audit as
determined by the agency providing the largest share of the District's federal awards.

NOTE B — BASIS OF ACCOUNTING:

The Schedule of Expenditures of Federal Awards has been prepared on the accrual basis of

accounting.
NOTE C — STATE GRANTS:

The following state grants were reported on Form R7120, Grants Section Auditors Report for the year
ending June 30, 2005 and are not included on the Schedule of Expenditures of Federal Awards.

Description Project Number Amount Reported

School Breakfast Program 046320 $4,785
Drivers Education Grants 046650 5,585
TOTAL $10,370

NOTE D — FINAL COST REPORT - FORM DS4044:

The final cost reports are not due until 60 days after the end of the grant period. The reports for the
current year were not completed as of the date of our report. However, we reviewed the reports
filed for the prior year grants and noted that they agreed with either the prior year audited figures or

the prior year and current year audit figures combined.
NOTE E — SCHEDULE OF FEDERAL AWARDS:

The amounts reported as current payments on the R7120, Grant Section Auditors Report, reconcile

with the Schedule of Federal Awards as follows:

Current Payments per R7120
Add payments not on R7120:

Food distribution commodities $12,155
Direct Program 22,525
Passed through MARESA 107,296
Art Services Grant 2,600

-55-

$513,428

144,576



NOTE E — SCHEDULE OF FEDERAL AWARDS (Continued):

Less payments on R7120 not Federal;
School Breakfast Program $4,785
Drivers Education Grants 5,585 $(10,370)

Less Payments on R7120:
Recorded as receivable at June 30, 2004:

Title I 134,711
Title II A, Improving Teacher Quality 39,682
Technology Literacy Challenge 5,959
Title V LEA Allocation 750 (181,102)

Add Payments not on R7120:
Recorded as receivabie at June 30, 2005:

Title 1 68,388
Title II A, Improving Teacher Quality 45,240 113,628
TOTAL FEDERAL AWARDS EXPENDITURES
REPORTED IN THE SCHEDULE OF FEDERAL AWARDS $580, 160

A reconciliation of expenditures on the Schedule of Federal Awards to federal revenue
recognized is as follows:

GENERAL FUND:
Total Federal Revenue Sources Reported in the Financial Statements $407,803
SCHOOL SERVICE SPECIAL REVENUE FUND:
Federal Sources - Entitlements and Commodities Reported in the
Financial Statements 172,357

TOTAL FEDERAL AWARD EXPENDITURES REPORTED IN THE
SCHEDULE OF FEDERAL AWARDS $580,160
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NEGAUNEE PUBLIC SCHOOLS
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
For the year June 30, 2005

A. SUMMARY OF AUDIT RESULTS

1.

8.
9.

The auditors” report expresses an unqualified opinion on the financial statements of
Negaunee Public Schools.

Reportable conditions relating to the audit of the financial statements are reported in Section
B of this schedule.

Instances of noncompliance material to the financial statements of the Negaunee Public
Schools were disclosed during the audit and are reported in Section B of this schedule.

No reportable conditions relating to the audit of the major federal award programs are
reported in this schedule.

The auditors’ report on compliance for the major federal award programs for Negaunee Public
Schools expresses an unqualified opinion.

No audit findings relative to the major federal award program for Negaunee Public Schools
were disclosed during the audit.

The programs tested as major programs were:
Title I CFDA84.010
The threshold for distinguishing Types A and B programs was $300,000.

Negaunee Public Schools was determined to be a low-risk auditee.

B. FINDINGS — FINDINGS FINANCIAL STATEMENTS AUDIT

The following reportable conditions were noted:

05-01 Condition: The accounting system of the District contains general ledger accounts that are not

being reconciled on a timely basis.

Criteria: Internal controls should be in place to ensure general ledger accounts are reconciled
timely.

Effect: The general ledger contains the accounts and records which are the basis for the
preparation of the financial statements and for them to be free of & material error or irregularity
the general ledger accounts need to be reconciled timely.

Recommendation: Management should begin reconciling the general ledger accounts on a
monthly basis and any adjustments should be processed timely.

Management Response: Management concurs.
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B. FINDINGS — FINDINGS FINANCIAL STATEMENTS AUDIT (Continued):
The following noncompliance item was noted:
05— 02 Condition: The School District was found to be in violation of the legal and contractual
provisions of Public Act 621 whereby excesses of expenditures over appropriations existed in

certain individual funds as enumerated in Footnote K of the financial statements.

Criteria: Internal controls should be in place to ensure expenditures do not exceed
appropriations.

Effect: When expenditures exceed appropriations, the School District is in violatior of Public
Act 621 and there is a potential negative impact on the financial position.

Recommendation: Management should monitor expenditures throughout the fiscal year to
ensure expenditures do not exceed appropriations.

Management Response: Management concurs.
C. FINDINGS AND QUESTIONED COSTS — MAJOR FEDERAL AWARDS PROGRAMS

AUDITS
» NONE
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NEGAUNEE PUBL.IC SCHOOLS
SUMMARY SCHEDULE OF PRIOR AUDIT FINDINGS
For the year June 30, 2005

There were no financial statement findings nor findings and questioned costs for
major federal awards in the prior year.
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Board of Education
Negaunee Public Schools
Negaunee, Michigan 49866

In planning and performing our audit of the financial statements of the Negaunee Public
Schools, Negaunee, Michigan as of and for the year ended June 30, 2005 we considered
its internal control structure in order to determine our auditing procedures for the purpose
of expressing our opinion on the financial statements and not to provide assurance on the
internal control structure.  However, we noted certain matters involving the intemnal
control structure and its operation that we consider to be reportable conditions under
standards established by the American Institute of Certified Public Accountants. Reportable
conditions involve matters comingto our attention relating to deficiencies in the design, or
operation of the intemal control structure that, in our judgment, could affect the
organization’s ability to record, process, summarize, and report financial data consistent
with the assertions of management in the financial statements.

Instances of Non-Compliance

The State of Michigan has enacted Public Act 621, the Uniform Budgeting and Accounting
Act, to provide for a system of uniform procedures for the preparation and execution of
budgets in local units of government. The main purpose of P.A. 621 was to requirethat al |
local units of government adopt balanced budgets to establish responsibilities and define
the procedure for the preparation, adoption and maintenance of the budget, and torequire
certain information for the budget process, including data for capital construction projects.
The major provision of PA. 6271 are as follows:

Local units of government must adopt a budget.

1. The budget, including accrued deficits and available unappropriated
surpluses, must be balanced.

The budget must be amended when necessary.
Debt shall notbe entered into unless the debt is permitted by law.
Expenditures shall not be incurred in excess of the amount appropriated.

Expenditures shall not be made unless authorized in the budget.

AL T o

Violations of the act, disclosed in an audit of the financial records, in the
absence of reasonable procedure shall be filed with the State Treasurer and
reported to the Attorney General.
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Board of Education
Negaunee Public Schools

During the year, the School District generally conformed with the act except in the
following instances:

Expenditures exceeded budget levels in certain categories in various School District funds
for which budgets were adopted. A listing of the funds in which this has occurred is as
follows:

Excess
Expenditures/Expenses

General Fund:

Basic Programs $152,946

Pupil Services 13,569

Employee benefits - supporting 3,915

Capital Outlay 102,772
Special Revenue Funds:

Food Service Activities 7,727

We remind the School Board of the provisions of P.A. 621 and recommend in the future,
practices be refined and more closely monitored to conform to the Act.

Reportable Conditions

General Ledger Reconciliations

Some of the Districts general ledger accounts were unreconciled at year end or contained
amounts which needed to be adjusted. These accounts were cash and certain
compensated absences. The basis of the strength in any system of sound internal control is
the reconciliation function. We strongly suggest the general ledger accounts be reconciled
on a monthly basis with the appropriate accounting entries being made to the system. This
will insure accurate financial reporting on an interim basis for decision making by the
Board of Education and management.

Our comments and recommendations are submitted as constructive suggestions to assist
you in strengthening internal controls. We appreciate the cooperation and courtesy
extended to us by the District’s staff during our audit and would be pleased to discuss our
recommendations with vou further at your convenience.

This report is intended solely for the information and use of Negaunee Public Schools.

Arderson, 7ackmar & Compary, FLC
Certified Public Accountants

September 30, 2005
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Board of Education
Negaunee Public Schools
Negaunee, Michigan 49866

We have audited the basic financial statements of Negaunee Public Schools for the year
ended June 30, 2005, and have issued our report thereon dated September 30, 2005. Our
professional standards require that we make several communications to you, the purpose
of which is to assist you with additional information regarding the scope and resuits of the
audit that may assist you with your oversight responsibilities of the financial reporting
process for which management is responsible.

Our Responsibility under Generally Accepted Auditing Standards

QOur responsibility, as described by professional standards, is to plan and perform our audit
to obtain reasonable, but not absolute, assurance that the financial statements are free of
material misstatement and are fairly presented in accordance with generally accepted
accounting principles. Because of the concept of reasonable assurance and because we
did not perform a detailed examination of all transactions, there is a risk that material
errors, irregularities, or illegal acts, including fraud and defalcations, may exist and not be
detected by us.

As part of our audit, we considered the internal control structure of the School District.
Management has the responsibility for adopting sound accounting policies, for maintaining
an adequate and effective system of accounts, for safeguarding assets and for maintaining
the structure of the internal control system to help assure the proper recording of
transactions. Our consideration of the system of internal control was solely for the purpose
of determining our auditing procedures and not to provide any assurance concerning the
adequacy of such internal control structure.

Significant Accounting Policies

Management has the responsibility for selection and use of appropriate accounting
policies. In accordance with the terms of our engagement, we will advise management of
the appropriateness of the accounting policies and their application. The significant
accounting policies adopted by the School District are described inFootnote A. We noted
no transactions entered into by the School District during the year that were both significant
and unusual, and of which, under professional standards, we are required to informyou, or
transactions for which there is a lack of authoritative guidance or consensus.

Management Judgements and Accounting Estimates

Some accounting estimates are utilized in financial statements prepared by management
and are based on management’s knowledge and experience aboutpast and currentevents
and assumptions about future events. Certain accounting estimates are particularly

4072 W WASHINGTON STREEY, SUITE 109 MARQUETTE, MICHIGAN 49855 {9086)225-1166 EAX: (906) 225-1714
E-MAlL: atcomgt@acicom
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sensitive because of their significance to the financial statements and because of the
possibility that future events affecting them may differ significantly fromn those expected.
These estimates are relatively insignificant in relation to the financial statementstaken as a
whole.

Significant Audit Adjustments

For purposes of this letter, professional standards define a significant audit adjustment as a
proposed correction of the financial statements that, in our judgement, may not have been
detected except through our auditing procedures. These adjustments may include those
proposed by us but not recorded by the School District that could potentially cause future
financial statements to be materially misstated, even though we have concluded such
adjustments are not material to the current financial statements. VWe made no such
adjustments during the course of our audit.

Disagreements with Management

For purposes of this letter, professional standards define a disagreement with management
as a matter, whether significant or not resolved to our satisfaction, concerning a financial
accounting, reporting, or auditing matter that could be significant to the financial statements
or the auditors' report. We are pleased to report that no such disagreements arose during
the course of our audit.

Consultation with Other Independent Accountants

in some cases, management may decide to consult with other accountants about
accounting and auditing matters, similar to obtaining a second opinion on certain situations.
If a consultation involves application of an accounting principal to the School District or a
determination of the type of auditors’ opinion to be expressed on those statements, our
professional standards require the consulting accountant to advise us so as to determine
the consultant has all the relevant facts. To our knowledge, there were no such
consultations with other accountants.

Difficulties Encountered in Performing the Audit
We encountered no significant difficulties in dealing with management in the performance
of our audit.

Conclusion
This information is intended solely for the use of the Board of Education and management
of the Schoo! District and should not be used for any other purpose.

Arderson, Tackiman & Company, FLC

Certified Public Accountants



